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1976 


1975 

Increase 

Net Sales . 

. $i 

,385,446,000 

$1 

,344,969,000 

3% 

Net Earnings . 

. $ 

130,389,000 

$ 

107,817,000 

21% 

Per Common Share . 

. $ 

1.71 

$ 

1.42 

20% 

Dividends . 

. $ 

75,378,000 

$ 

53,932,000 

40% 

Per Common Share . 

. $ 

1.00 

$ 

.73 

38% 

Additions to Properties . 

. $ 

89,950,000 

$ 

72,082,000 

25% 
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SCOPE OF THE BUSINESS 

Kellogg Company manufactures 
and markets a wide variety of food 
products in the U. S. and abroad, 
including ready-to-eat cereals, 
toaster pastries, frozen waffles, 
soups, frozen pies, dessert mixes, 
tea, snack items and other con¬ 
venience foods. The Company 
also engages in supporting activ¬ 
ities such as grain milling and 
carton printing in a number of 
countries where principal man¬ 
ufacturing operations exist. 

Products of the Company are 
sold through its own sales forces 
and through broker and distribu¬ 
tor arrangements. 

Distribution normally flows 
through jobber, independent and 
chain-store warehouses for resale 
to consumers in retail stores, res¬ 
taurants, and institutional feeding 
establishments. 

Each of the consumer food areas 
in which the Company is engaged 
is characterized by intense compet¬ 
ition. This competition arises from 
manufacturers who offer the same 
type of products as Kellogg's, as 
well as from alternative foods of a 
wide variety. 

Research and development ac¬ 
tivities designed to generate new 
and improved products, process¬ 
ing methods, and packaging are 
conducted at the Battle Creek 
headquarters and at other plant 
locations around the world. 















TO OUR SHAREHOLDERS: 

The year 1976 was one of excellent 
achievement and progress for Kellogg 
Company, marking the 32nd consecutive 
year of increased sales and 25th consecu¬ 
tive year of earnings gains. Consolidated 
net sales amounted to $1,385,446,000, an 
increase of $40,477,000 or 3% over 1975. 
Net earnings reached $130,389,000 for a 
21% gain over the previous year and 
earnings per common share amounted to 
$1.71 compared with $1.42 for 1975. Di¬ 
vidends were paid to holders of common 
stock for the 52nd consecutive year and 
totaled $1.00 a share, a 38% increase over 
the amount paid in 1975. 

Several new Kellogg cereal products 
were successfully introduced during 1976 
while other traditional cereals made im¬ 
pressive gains in response to effective ad¬ 
vertising and promotion campaigns and a 
fine performance by our marketing divi¬ 
sion. As a result, your company was able 
to strengthen its overall position in the 
ready-to-eat cereal category. 

The strong market growth demon¬ 
strated by ready-to-eat cereal products 
over the past several years continued dur¬ 
ing the year. While we expect the cereal 
industry growth rate to moderate some¬ 
what as the condition of our economy 
continues to improve, and as the prices of 
some staple food items decline, we be¬ 
lieve the factors that have traditionally 
contributed to the growth of our indus¬ 
try—convenience, nutritional value, 
taste appeal, and low cost per serving— 
will continue to be important consumer 
appeals and assure future growth of the 
ready-to-eat cereal market. 

Feam and Salada 

Other Kellogg convenience foods made 
fine progress during the year. Aided by 
successful new product introductions, 
the Eggo Division of Fearn International 
strengthened its sales position in the fro¬ 
zen waffle market. 

Fearn's LeGout Division launched a 
number of new food service items as this 
dynamic industry continued to expand, 
offering exciting opportunities to those in 
a position to provide labor-saving, high 
quality food products. 

Salada's domestic management and 
marketing functions were integrated with 
those of the parent company and we are 
confident that increased operating ef¬ 
ficiencies will continue to improve mar¬ 
keting opportunities for this subsidiary. 
Further details on Company products 
and marketing activities can be found on 
page 2 under "1976 Operations." 

Worldwide Markets 

The excellent performance by Kellogg 
operations in the U. S. was paralleled 
throughout most of our worldwide mar¬ 
kets. The same inflationary pressures that 
encouraged above average cereal con¬ 
sumption in this country continued 
throughout much of the world, resulting 
in substantial volume gains for Kellogg's 


overseas units, particularly those in estab¬ 
lished ready-to-eat cereal markets. 

Weakening foreign exchange rates con¬ 
tinued to be a problem in many of Kel¬ 
logg's overseas markets. The British 
pound sterling declined approximately 
16%, and the Australian dollar about 13% 
in relation to the U. S. dollar. This re¬ 
sulted in a decrease in the total dollar 
value of sales outside North America, in 
spite of strong increases in unit volume. 
The 38% devaluation of the Mexican peso 
did not have a material effect on sales or 
earnings within North American opera¬ 
tions. 

Continuing price restraints or controls 
in effect in many of our foreign markets 
were also a concern and resulted in con¬ 
tinual pressure on profit margins. 

In spite of the negative effects of ex¬ 
change fluctuations and price controls, 
however, earnings outside North 
America increased by approximately 32% 
over 1975. 

Capital Expenditures 

Kellogg Company has maintained a posi¬ 
tive stance in the area of capital com¬ 
mitments in the belief that future success 
is heavily dependent on our ability to 
anticipate demands on production capac¬ 
ity and new product opportunities on a 
worldwide basis. Capital expenditures 
during 1976 amounted to $89,950,000, 
an increase of 25% over 1975 and a new 
record high. We expect 1977 expenditures 
to continue at about the same level. 

Production Costs and Prices 

Rising costs continued to present a dif¬ 
ficult challenge to management. The costs 
of sugar and most major grain ingredients 
maintained their trend back toward lower 
levels during the first half of 1976. How¬ 
ever, packaging costs and other expenses 
such as wages, benefits, energy, depre¬ 
ciation, taxes and insurance continued to 
move higher, resulting in an overall in¬ 
crease in operating expense. 

While we foresee relatively stable 
prices for agricultural commodities dur¬ 
ing 1977, we anticipate that the costs of 
services, manufacturing supplies, energy 
and other crucial items probably will con¬ 
tinue to move higher and that the pres¬ 
sure on profit margins will continue. To 
meet this challenge we will maintain our 
strong emphasis on maximum utilization 
of resources and cost effectiveness 
throughout our organization. 

The FTC Case 

A balanced review of the factors affecting 
our Company's operations during the year 
would not be complete without comment 
on a matter of vital concern to all of us, 
the Federal Trade Commission's so-called 
"shared monopoly" case against the Com¬ 
pany and three other cereal producers. 

The case went to trial in April, 1976, 
with presentation of evidence by the FTC 
lawyers. We do not expect the FTC pre¬ 
sentation to be completed until late sum¬ 
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mer of 1977. Our lawyers will then have 
an opportunity to present our position in 
the case. 

While the cost of this proceeding to our 
Company is substantial, we wish to as¬ 
sure you once again that our position is 
sound and that we will continue to use 
our very best efforts in defending against 
the FTC's ill-advised and groundless 
charges. 

Mrs. Smith's Pie Company 

We were pleased to announce on Au¬ 
gust 5, 1976, that the shareholders of Mrs. 
Smith's Pie Company had voted in favor 
of joining Kellogg Company. Mrs. Smith's 
produces and distributes a complete 
line of fresh-baked and frozen fruit, 
cream and custard pies, and pie shells to 
grocery, in-store bake and food service 
operations throughout the U. S. and 
Canada. Mrs. Smith's standards and 
reputation for quality and service are con¬ 
sistent with our own philosophy and we 
are confident that this merger will mesh 
well with our plans for continued growth 
and diversification. 

The year 1976 was a good one for Kel¬ 
logg Company and our future appears 
bright and full of promise. In the final 
analysis, there is but one factor that al¬ 
lows us to reflect on the past with pride of 
accomplishment and look to the future 
with strength and confidence—our 
employees. We wish to take this oppor¬ 
tunity to sincerely thank all Kellogg 
people for their dedicated efforts in mak¬ 
ing 1976 another record year for our 
worldwide corporation. 

And, finally, on behalf of the Board of 
Directors and management, we offer sin¬ 
cere thanks to our shareholders, whose 
faith and support serve as inspiration in 
our continuous pursuit of excellence in 
the conduct of our business. 


Chairman of the Board 

President 

Battle Creek, Michigan 
February 11, 1977 









1976 OPERATIONS 


Marketing 

New records in sales volume were 
achieved by Kellogg food products dur¬ 
ing 1976. Consumer spending con¬ 
tinued to reflect a preference for more 
basic items in response to inflationary 
pressures and ready-to-eat cereals bene¬ 
fited from spending shifts on a 
worldwide basis. The low-cost, high 
nutritional value these products offer 
produced sharp volume gains requiring 
intensified production scheduling at a 
number of our plant locations. 

Kellogg's non-cereal food products 
added further strength to the Com¬ 
pany's overall performance with such 
items as frozen waffles, toaster pastries, 
cold remedies, fudge mixes and heat 
and serve entrees reaching new volume 
highs. New products continue to play 
an important part in meeting growth 
and competitive objectives. A number 
of high potential items were introduced 
during the year in both cereal and non¬ 
cereal categories: Frosted Rice, a sweet¬ 
ened, toasted rice cereal was introduced 
nationally in Canada. Eggo frozen bran 
waffles, a high fiber product was intro¬ 
duced in a Florida test market, while 
Eggo strawberry flavored waffles ex¬ 
panded from test markets into national 
distribution. Corny Snaps, a sweetened, 
puffed corn and oat cereal, introduced in 
1975, was expanded into additional U.S. 
test markets. Cracklin' Bran, a sweet¬ 
ened, high fiber cereal with a nut-like 
taste was launched in a northwestern 
U.S. test market. 

Kellogg Salada Canada expanded 
its line of frozen pizzas with a 12- 
inch cheese flavor and individual size 
cheese and deluxe flavors. Clipper tea, 
a blend especially developed for the 
Maritime Provinces of Canada, made 
its debut. Toasted Mini-Wheats, a plain 
version of Frosted Mini-Wheats cereal 
was placed in a Los Angeles Division 
test market. 

The Le Gout Division of Fearn Inter¬ 
national actively pursued new product 
opportunities with the introduction of 
five items: au gratin sauce, vegetable 
stew with meat balls, beef stew, potato 
soup and egg custard dessert mix. 

New product activity outside North 
America included the introduction of 
high fiber bran cereals in Scandinavia, 
Europe and Japan. Kellogg Muesli, an all 
natural cereal, was launched in Sweden, 
Norway, Denmark, France and the 


Benelux countries. Chokoum, a chocolate 
flavored cereal was introduced in Japan. 
In South Africa, Mini-Wheats cereal in 
plain and frosted varieties was intro¬ 
duced while the line of powdered drink 
mixes was expanded with the addition of 
pine-nut and lemon-lime flavors. An 
apple-cinnamon version of Country 
Morning cereal was also introduced in 
South Africa. High gluten toast was 
added to the Biskui product line in Bra¬ 
zil. Denmark launched Mollerens spa¬ 
ghetti while Venezuela entered the baby 
food market with Nutrarina in five vari¬ 
eties. Several of these new products are 
pictured on page 15 of this report. 

Kellogg Company continues to utilize 
wholesome television programming to 
carry its commercial messages. Major 
participation in the popular new " Ara's 
Sports World," "The Miss America Pag¬ 
eant," "Captain Kangaroo," and "The 
Friends of Man" are examples of Kel¬ 
logg's commitment to quality entertain¬ 
ment for the whole family. 

Marketing support activities continued 
to reflect the Company's traditional em¬ 
phasis on socially responsible campaigns 
designed to inform and educate consu¬ 
mers about the benefits of good nutrition. 
Kellogg "Good Breakfast" messages 
were aired frequently on all three U.S. 
television networks during the year and a 
"Nutrition Information" print campaign 
was initiated in selected markets to ex¬ 
plain the nutritional benefits of Kellogg 
cereals. Similar campaigns were imple¬ 
mented in Kellogg's overseas markets. 

Dietary fiber continued to receive 
much attention throughout the world 
and the Company successfully expanded 
distribution and sales of Kellogg's All- 
Bran, Bran Buds and other high fiber cere¬ 
als in both domestic and foreign mar¬ 
kets through effective use of various 
media. Kellogg's Cracklin' Bran cereal, 
mentioned previously, is an important 
addition to the Company's excellent line 
of high fiber products. 

For the fifth straight year Kellogg 
Company was honored to win Family 
Health Magazine's Nutritional Advertis¬ 
ing Awards for excellence in the cereal 
and bread products category—the only 
company to be so honored. This year the 
magazine recognized Kellogg for two 
radio commercials, a television commer¬ 
cial and a print advertisement. The Com¬ 
pany also received praise for two print ads 
designed to communicate the importance 
of fiber in the diet. 

Kellogg's established an important 
precedent during 1976 by being the first 


cereal company to begin listing on pack¬ 
age sidepanels the amount of sugar in 
its cereal products. The move, hailed by 
consumer activists as a breakthrough in 
sugar labeling, demonstrated a strong 
commitment to providing consumers 
with the kind of information they ask 
for in a way that will be of greatest 
value. 

The Company continued its involve¬ 
ment in public service television pro¬ 
gramming by funding a second "Ounce 
of Prevention" series dealing with im¬ 
portant subjects on child health care. 
Produced in cooperation with the 
American Academy of Pediatrics, the 
series began distribution in September 
and is now being carried by many sta¬ 
tions throughout the United States. 

The broad subject of nutrition and its 
relationship to various aspects of the 
food industry remains a frequent topic 
of debate and discussion by government 
officials, consumer groups, educators 
and the media on a worldwide basis. In 
the firm belief that Kellogg cereals and 
other food products are an excellent 
value and offer a substantial nutritional 
contribution, the Company broadened 
programs to communicate to its various 
publics on several levels. Publication 
and distribution of informative litera¬ 
ture on subjects of current interest such 
as sugar and tooth decay, diabetes, 
obesity, fortification, cereal processing 
and breakfast nutrition was intensified. 
Kellogg dietitians and other consumer 
and nutrition specialists communicated 
directly with numerous groups on a 
variety of topics related to food and 
nutrition. 

Consumer interest and active in¬ 
volvement in matters related to the var¬ 
ious industries that serve them is ex- 
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pected to remain at a high level. Kel- 
logg Company will continue to be 

open and responsive to those whose Distribution of Sales Dollar 1976 
best interests it is pledged to serve. 



Materials 
and Sendees 
59.1( 

Wages, 
Salaries and 
Benefits 20.24 

Taxes 9.54 


Dividends 5.44 
Retained in Business 4.04 
Depreciation 1.84 


Manufacturing 

Continued close attention to pro¬ 
duction requirements during 1976 
permitted the Company to maintain 
the high levels of output reached dur¬ 
ing the previous year. Installation of 
automatic processing and packaging 
control systems and materials han¬ 
dling improvements helped satisfy 
strong demands for the entire line of 
products and an increasing demand 
for high-fiber cereals. Major projects 
during 1976 included: 

• Continuation of construction of the 
plant at Lancaster, Pennsylvania, 
where operations are scheduled to 
begin late in 1977 and where the 
new distribution center has been in 
operation since April, 1976. 

• Full scale operation of the develop¬ 
ment center at Battle Creek, where 
new processes and equipment will 
be tested and final adjustments and 
modifications made before disman¬ 
tling and permanent installation at 
other locations. 

• Renovation of the headquarters Ad¬ 
ministrative and Technical Center to 
improve office, staff and technical 
operations and to provide space for 
larger, more effective systems de¬ 
velopment facilities. 

• Beginning phase of the consolida¬ 
tion of Central Engineering facilities 
into one floor of the partially va¬ 
cated Consumers Power building in 
Battle Creek, to be completed by 
June, 1977. 

• Production improvements and ad¬ 
ditions at Memphis; additions of 
Mini-Wheats cereal, bran flakes and 
coating facilities at Omaha. 

• Completion of warehouse exten¬ 
sion, installation of new corn flake 
processing equipment and construc¬ 
tion of additional production space 
at London, Canada. 

• Continuation of major expansion at 
Bremen, Germany. Installation of 
production equipment is scheduled 
for completion by mid-1977. 

• Installation of bran production equip¬ 
ment in the new plant at Wrexham, 
Wales. 


• Construction of additional corn mill 
facilities at Svendborg, Denmark, 
which will double milling capacity 
by mid-1977. 

• Completion of corn and rice pro¬ 
cessing additions at Takasaki, Japan, 
and beginning of pellet processing 
facilities. 

• Additions in Latin America includ¬ 
ed grits cooking and drying facil¬ 
ities in Venezuela, grain storage 
silos in Guatemala, a feed mill at 
Belize, C.A., and the start of corn 
and rice facility additions in Mexico. 

• Design for construction of addition¬ 
al 155,000 square feet of production 
space in Australia. 


During the course of the year it be¬ 
came necessary to reduce the carton 
printing operation at Battle Creek by 
removing a number of old presses 
that had reached the point at which 
frequent repairs became an increas¬ 
ing burden, resulting in excessive 
costs and unreliability. 

A shortage of raisins created some 
concern, and increasing demand for 
high fiber products required extra ef¬ 
fort to maintain sufficient supplies. 
Both problems are under control and 
the Company expects to be able to 
meet requirements through 1977. 

Efforts to meet energy conservation 
goals have been successful. During 
the year Kellogg Company further re¬ 


duced utilities usage per unit and all 
cereal plants in the United States have 
been equipped with alternate sources 
of fuel. The unusually cold winter re¬ 
quired some use of alternate fuel at 
some increased cost but did not affect 
operations. 


Organization and 
Management Changes 

Changes in officer responsibilities 
affected both domestic and worldwide 
organizations. C. A. Tornabene was 
made Vice Chairman of the Company 
and subsequently became President of 
Kellogg International. 

Dr. J. H. Hopper was elevated to 
Senior Vice President, Scientific Affairs. 
F. C. Buhler was designated Vice Pres¬ 
ident, Director of Food Research. 

R. L. Nichols was named president 
of Kellogg Sales Company and appoint¬ 
ed to the Board of Directors. W. M. 
Wilbur became Vice President, Adver¬ 
tising Manager, Kellogg Sales Company. 

G. D. Robinson became Chairman 
and Managing Director of Kellogg Com¬ 
pany of Great Britain, Ltd., on the re¬ 
tirement of J. A. Adams at the end of 
July. Horst Schroder became Managing 
Director of Kellogg (Deutschland) 

GmbH following the resignation of 
Hans Ruter. 

Salada general offices at Burlington, 
Massachusetts, were closed and the 
functions transferred to Little Falls, 

New York, and Battle Creek, Michigan. 
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FINANCIAL REVIEW 


Sales and Earnings 

Consolidated sales, earnings and 
earnings per share were the highest 
in the Company's history. The results 
reflect the acquisition of Mrs. Smith's 
Pie Company, accounted for as a 
pooling of interests. Comparative 
figures have been restated accord- 
ingly. 

Net sales amounted to 
$1,385,446,000, a 3% increase over 
1975. Operations outside North 
America accounted for $280,857,000 
in sales revenue, reflecting a modest 
decrease of 2% from the previous 
year. This decrease was caused 
primarily by lower currency exchange 
rates in some of Kellogg's major mar¬ 
ket areas. 

Net earnings of $130,389,000 rep¬ 
resented a 21% increase over 1975. 
Earnings from operations outside 
North America rose 32% to 
$13,774,000. Earnings per common 
share amounted to $1.71 compared to 
$1.42 for 1975. Translation of foreign 
balance sheets at the generally lower 
exchange rates reduced earnings ap¬ 
proximately $.05 a share. (The Com¬ 
pany historically has been in com¬ 
pliance with the translation principles 
advocated by the Financial Account¬ 
ing Standards Board; therefore, no re¬ 
statements of previous years were re¬ 
quired.) 


Dividends 

Cash dividends of $75,378,000 were 
paid to holders of common and pre¬ 
ferred shares, representing 58% of net 
earnings for the year. 

Dividends on common stock were 
declared for the fifty-second consecu¬ 
tive year. The total dividend of $1.00 
per share represented a 38% increase 
over the amount paid in 1975. 

Quarterly cash dividends on com¬ 
mon stock for the past two years are 
set forth in the following table: 


Dividends Paid Per Common Share 



1976 

1975 

First Quarter 

$ .225 

$.15 

Second Quarter 

.25 

.175 

Third Quarter 

.25 

.175 

Fourth Quarter 

.275 

.225 


$1.00 

$.725 


Financial Position 

The financial structure of the Com¬ 
pany remained sound during the 
year. The ratio of current assets to cur¬ 
rent liabilities was 2.4 to 1 at year-end 
and common shareholders' equity 
reached a record high of $487,155,000. 
Internally generated funds together 
with the proceeds of the $75,000,000 
ten-year Notes issued in October, 

1975, enabled the Company to main¬ 
tain a strong cash position during 

1976. 


Capital Expenditures 

The Company continues to 
modernize and expand its manufac¬ 
turing facilities throughout the world. 
During the four year period 1973- 
1976, capital expenditures were 
$262,370,000. Expenditures were 
$89,950,000 in 1976 and are expected 
to stay at about the same level in 1977. 
About one third of the 1977 expendi¬ 
tures will be used to complete or con¬ 
tinue major manufacturing expansion 
projects in the United States, Great 
Britain, Canada, and West Germany. 
Substantial investment is also plan¬ 
ned for modernization of existing 
facilities to improve manufacturing 
efficiencies. 

Taxes 

The Company's provisions for in¬ 
come taxes for the past five years are 
summarized in the adjoining table. 
The 1976 amount is equal to 48% of 
pre-tax earnings for the year. To¬ 
gether with payroll taxes and other 
taxes not based on income, the total 
tax expense exceeded $146,000,000. 

Common Stock 

There were 76,219,064 shares of 
Kellogg Common Stock outstanding 
at year-end 1976. These shares are 
listed and traded on The New York 
Stock Exchange and a two-year quar¬ 
terly summary of price ranges, as re¬ 
ported by the New York Stock Ex¬ 
change, is set forth in the adjoining 
table. 
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Income Taxes 

Dollars in thousands 1976 1975 1974 1973 1972 

United States Federal 


Current 

$ 86,900 

$ 77,800 

$47,500 

$47,200 

$37,100 

Deferred 

2,100 

1,400 

2,500 


1,100 

State and Local 

Current 

Deferred 

8,700 

100 

7,800 

100 

5,400 

100 

5,900 

6,600 

Foreign 

Current 

17,000 

10,900 

9,600 

9,700 

12,300 

Deferred 

7,000 

6,900 

4,300 

2,500 

2,000 

Total 

$121,800 

$104,900 

$69,400 

$65,300 

$59,100 


Common Stock Prices 


1976 1975 



High 

Low 

High 

Low 

First Quarter 

24 y< 

20 

17Vz 

14 

Second Quarter 

25% 

20 Vs 

20% 

15% 

Third Quarter 

27% 

24 y* 

20% 

17Vz 

Fourth Quarter 

28V4 

25 y 8 

23% 

18 


NET EARNINGS & Dollars 

DIVIDENDS PAID—PER COMMON SHARE 
2.00 ---- 

Earnings Dividends jgj 

1.50 -—- 
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MRS. SMITH'S JOINS KELLOGG'S 



World's largest automated custard pie plant at Pottstown, Pennsylvania 



Simcoe, Ontario plant semes Canada with bilingual packaging 




Mrs. Smith's maintains a fleet of 130 refrigerated carriers 


Typical restaurant display of Mrs. Smith's pies 


More than 120 varieties of pies and other dessert products are distributed in the U.S., Canada and Puerto Rico 



fjg QierryPie 


Natural ^Juice 

APPLE PIE 


Absolutely No’Water 
Added tuRttnc 


deep -dish 


Chocorn 


Golden dduxe 

dutch apple 

crumb pic 


Golden ch'Iuv 


X Apple Pie 


ady to bake 


Natural gjutce 

m niw 


ijjcil to HHinj! 
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KELLOGG COMPANY AND SUBSIDIARIES 


Consolidated Earnings 


Years ended December 31, 


Net sales . 

Interest and other income, net 


Cost of goods sold . 

Selling, general and administrative expenses 
Interest expense . 


Earnings before income taxes 


Estimated income taxes 


Net earnings. 

Earnings per common share. 

See accompanying notes to consolidated financial statements 


1976 1975 


(In thousands) 


$1,385,446 

$1,344,969 

8,251 

3.940 

1.393.697 

1.348,909 

890,599 

898,162 

241,864 

231,739 

9.045 

6.291 

1.141,508 

1,136,192 

252,189 

212,717 



121,800 


104,900 

$ 

130,389 

$ 

107.817 

$ 

1.71 

$ 

1.42 


Report of Independent Accountants 


To the Shareholders and 
Board of Directors of 
Kellogg Company 


w 


ri ce _ 

Taterhouse 


In our opinion, the accompany¬ 
ing consolidated balance sheets 
and the related consolidated 
statements of earnings, 
shareholders' equity and of 
changes in financial position 
present fairly the financial posi¬ 
tion of Kellogg Company and its 
subsidiaries at December 31, 

1976 and 1975, and the results 


of their operations and the 
changes in their financial posi¬ 
tion for the years then ended, in 
conformity with generally ac¬ 
cepted accounting principles 
consistently applied. Our 
examinations of these state¬ 
ments were made in accordance 
with generally accepted auditing 
standards and accordingly in¬ 


cluded such tests of the account¬ 
ing records and such other au¬ 
diting procedures as we consi¬ 
dered necessary in the cir¬ 
cumstances. 



Battle Creek , Michigan 
February 12, 2977 
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KELLOGG COMPANY AND SUBSIDIARIES 


Consolidated Balance Sheet 

At December 31, 1976 1975 


(In thousands) 

CURRENT ASSETS 

Cash, including certificates of deposit of 

$78,904,000 in 1976 and $79,377,000 in 1975 . $ 87,733 $ 85,555 

Marketable securities and other investments, 

at cost which approximates market . 30,000 74,456 

Accounts receivable, less allowances of 

$1,577,000 in 1976 and $1,504,000 in 1975 . 84,111 77,978 

Inventories: 

Raw materials and supplies. 87,841 79,848 

Finished goods and materials in process . 61,065 59,021 

Prepaid taxes and other expenses . 13,983 9,713 

Total Current Assets . 364,733 386,571 

PLANT AND EQUIPMENT 

Land . 13,316 13,890 

Buildings . 176,032 132,252 

Machinery and equipment . 329,661 291,784 

Construction in progress . 56,169 60,557 

575,178 498,483 

Less-Accumulated depreciation . 198,188 181,594 

376,990 316,889 

OTHER ASSETS 

Excess of cost over net assets of companies acquired . 19,094 19,098 

Sundry . 4,636 3,523 

Total Assets . $765,453 $ 726,081 































At December 31, 


1976 


1975 


(In thousands) 

CURRENT LIABILITIES 

Accounts payable . $ 54,649 $ 61,063 

Loans payable, including current maturities of long-term debt. 17,021 16,213 

Estimated income taxes. 35,427 40,152 

Other current liabilities . 45,034 49,904 

Total Current Liabilities . 152,131 167,332 

LONG-TERM DEBT . 85,920 91,704 

OTHER NON-CURRENT LIABILITIES . 6,419 8,075 

DEFERRED INCOME TAXES . 31,519 26,591 

SHAREHOLDERS' EQUITY 

3V2% Cumulative preferred stock, $100 par value: 

Authorized and issued 74,263 shares less 51,169 

shares in treasury (78,013 less 54,807 in 1975) . 2,309 2,321 

Common stock, $.50 par value: 

Authorized 80,000,000 shares; issued 76,219,064 

shares in 1976 and 76,080,259 in 1975 . 38,110 38,040 

Capital in excess of par value . 28,225 26,122 

Retained earnings . 420,820 365,896 


Total Shareholders' Equity . 489,464 432,379 

Total Liabilities and Shareholders' Equity . $ 765,453 $ 726,081 


See accompanying notes to consolidated financial statements 




























KELLOGG COMPANY AND SUBSIDIARIES 


Changes in Consolidated Financial Position 


Years ended December 31, 


1976 1975 


FINANCIAL RESOURCES WERE PROVIDED BY: 

Net earnings . 

Depreciation . 

Deferred income taxes and other changes . 

Working capital provided by operations . 

Net proceeds from issue of notes . 

Increase in other long-term debt . 

Issue of common stock . 

Sales of properties and other net changes . 


FINANCIAL RESOURCES WERE USED FOR: 

Additions to properties, net of trade-ins . 

Cash dividends .. 

Reduction in long-term debt . 

Increase (Decrease) In Working Capital . 

ANALYSIS OF INCREASE (DECREASE) IN WORKING CAPITAL: 

Cash . 

Marketable securities and other investments . 

Accounts receivable . 

Inventories . 

Prepaid taxes and other expenses . 

Accounts payable ... 

Loans payable . 

Estimated income taxes . 

Other current liabilities . 

Increase (Decrease) In Working Capital . 


(In thousands) 


$130,389 

$107,817 

25,316 

22,499 

5,618 

3,971 

161,323 

134,287 


74,298 

133 

300 

2,108 

534 

1,044 

2,694 

164,608 

212,113 


89,950 

72,082 

75,378 

53,932 

5.917 

4,070 

171,245 

130,084 

$ (6,637) 

$ 82.029 

$ 2,178 

$ 64,626 

(44,456) 

63,455 

6,133 

8,782 

10,037 

(11,796) 

4,270 

(2,685) 

6,414 

(13,497) 

(808) 

13,433 

4,725 

(28,804) 

4,870 

(11,485) 

$ (6,637) 

$ 82,029 


See accompanying notes to consolidated financial statements 















































KELLOGG COMPANY AND SUBSIDIARIES 


Shareholders' Equity 



Preferred 

Stock 

Common 

Stock 

Capital in 
Excess of 

Par Value 

Retained 

Earnings 



(In thousands) 


Balance, January 1, 1975 . 

$2,352 

$38,025 

$25,489 

$312,136 

Net earnings for the year 1975 . 




107,817 

Dividends declared: 





Preferred stock—$3.50 a share . 




(82) 

Common stock—$.72V2 a share . 




(53,373) 

By acquired company prior to merger .. 




(477) 

Stock options exercised . 


22 

548 


Other . 

J3D 

_ (Z) 

85 

(125) 

Balance, December 31, 1975 . 

2,321 

38,040 

26,122 

365,896 

Net earnings for the year 1976 . 




130,389 

Dividends declared: 





Preferred stock—$3.50 a share . 




(81) 

Common stock—$1.00 a share . 




(74,971) 

By acquired company prior to merger .. 




(326) 

Stock options exercised . 


70 

2,038 


Other . 

(12) 


65 

_(87) 

Balance, December 31, 1976 

$2,309 

$38,110 

$28,225 

$420,820 


See accompanying notes to consolidated financial statements 
































KELLOGG COMPANY AND SUBSIDIARIES 


Notes to Consolidated Financial Statements 


NOTE 1. Summary of Accounting Policies 
CONSOLIDATION 

The consolidated financial statements include the 
accounts of Kellogg Company and its wholly-owned 
subsidiaries. Significant intercompany transactions 
are eliminated in consolidation. Certain 1975 Balance 
Sheet amounts have been reclassified to conform 
with the 1976 presentation. 

INVENTORIES 

Inventories are valued at the lower of cost 
(principally average) or market. 

PLANT AND EQUIPMENT 

Fixed assets are stated at cost and depreciated over 
estimated useful lives using straight-line methods at 
rates averaging 2.8% for buildings and 6.7% for 
machinery and equipment. The cost and accumulated 
depreciation of properties sold or retired are eliminated 
from the accounts and gains or losses on disposition are 
reflected in earnings. Expenditures for maintenance and 
repairs are charged against earnings. Renewals and 
improvements are capitalized. 

INTANGIBLE ASSETS 

Approximately $19,021,000 of the excess of cost 
over net assets of companies acquired, which arose prior 
to November 1, 1970, is not expected to be amortized 
until there may be evidence of a diminution in value. 
The excess of cost over net assets of a company acquired 
by a subsidiary after November 1, 1970 is being 
amortized over 25 years. 

RETIREMENT PLANS 

The Company and its subsidiaries have various 
profit-sharing and pension plans to provide 
retirement benefits for employees. Expense under 
these plans was approximately $30,900,000 in 1976 
and $25,500,000 in 1975. The Company's policy is to 
fund pension costs accrued. Unfunded prior service 
costs, estimated to be $22,600,000 (including 
$16,800,000 of unfunded vested benefits), are being 
provided for generally over 30 years. 


INCOME TAXES 

Deferred income taxes are provided for differences 
between expenses (principally depreciation) and 
income as recorded for financial statement and for tax 
reporting purposes. Investment tax credits, which 
amounted to $3,693,000 in 1976 and $2,621,000 in 
1975, are used to reduce current income tax 
provisions. 

It has been the practice and is the intention of the 
Company to reinvest indefinitely such earnings of 
foreign subsidiaries as may be required in the growth of 
businesses outside the United States. Accordingly, 
United States income taxes have not been provided on 
the unremitted current and prior years earnings of these 
subsidiaries. The cumulative amount of undistributed 
foreign earnings at December 31, 1976 is approximately 
$118,000,000. 

EARNINGS PER COMMON SHARE 
Earnings per common share are determined by 
dividing net earnings (after deducting preferred 
stock dividends) by the monthly weighted average 
number of shares outstanding. 

NOTE 2. Business Combination 

In August 1976 the Company acquired Mrs. Smith's 
Pie Company in exchange for 2,448,000 shares of 
Kellogg common stock. Mrs. Smith's produces 
frozen pies, fresh-baked pies and other products 
which are distributed in the United States and 
Canada. 

The acquisition has been accounted for as a pooling 
of interests and 1975 financial statements of the 
Company have been restated to include the accounts 
of Mrs. Smith's. As a result of the combination, 
previously reported 1975 net sales of $1,213,620,000 
increased to $1,344,969,000 and net earnings 
changed from $103,026,000 to $107,817,000. 

Unaudited results of the separate companies for the 
six months ended June 30, 1976 (the period prior to 
the combination) are as follows: net sales—Kellogg 
$642,883,000 and Mrs. Smith's $60,425,000; net 
earnings—Kellogg $71,209,000 and Mrs. Smith's 
$2,401,000. 
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NOTE 3. Income Taxes 

The provision for estimated income taxes consists of: 

1976 1975 

United States: (In thousands) 


Federal 


Current 

$ 86,900 

$ 77,800 

Deferred 

2,100 

1,400 


89,000 

79,200 

State and Local 

Current 

8,700 

7,800 

Deferred 

100 

100 


8,800 

7,900 

Foreign: 

Current 

17,000 

10,900 

Deferred 

7,000 

6,900 


24,000 

17,800 


$121,800 

$104,900 


NOTE 4. Foreign Exchange 

Net foreign exchange losses approximating $5,755,000 
in 1976 and $1,780,000 in 1975 are included in earnings. 

NOTE 5. Marketable Securities and 
Other Investments 

Marketable securities and other investments include: 

1976 1975 

(In thousands) 


United States Government 


Securities 

$ 9,772 

$40,000 

Municipal Project Notes, 
guaranteed by the 

U.S. Government 


15,000 

Repurchase Agreements 

10,000 

9,000 

Commercial Paper 

10,000 

10,000 

Other 

228 

456 


$30,000 

$74,456 


Yields on investments ranged from 4.5% to 9.0% in 
1976. 


NOTE 6. Short-Term Loans 

The Company's short-term financing consists 
primarily of foreign bank loans. Information 
regarding such loans follows: 


1976 1975 

(In thousands) 


Amount at December 31 

$12,953 

$13,085 

Weighted average 
interest rate 

10% 

10% 

Maximum amount 



outstanding during year 

$17,717 

$36,543 

Average amount 

outstanding during year 

$14,098 

$24,908 

Weighted average 
interest rate 

9% 

10% 


NOTE 7. Long-Term Loans 


Long-term debt consists of: 

1976 

1975 


(In 

thousands) 

8%% Notes, due 1985 

$75,000 

$75,000 

8V4% Note 

4,800 

4,800 

Other 

3,547 

5,362 

Foreign 

6,641 

9,670 


89,988 

94,832 

Less—Current maturities 

4,068 

3,128 


$85,920 

$91,704 


The 8%% Notes may be redeemed after October 1, 

1982 at principal amount plus accrued interest. The 
Indenture includes, among other things, limitations 
on the incurring of debt secured by mortgages on 
principal properties within the United States. 

The 8V4% Note is payable by a subsidiary in semi¬ 
annual installments of $300,000 beginning July 1, 1979. 
Foreign and other debt is payable in installments from 
1977 through 1987 at interest rates ranging from 1% 
to 16%. At December 31, 1976 approximately $7,700,000 
is secured by assets of certain subsidiaries. 

Approximate annual debt maturities for the next five 
years are: 1977 $4,068,000; 1978 $4,086,000; 1979 
$1,301,000; 1980 $1,201,000; and 1981 $780,000. 

NOTE 8. Preferred Stock 

The Company may redeem its outstanding preferred 
shares at a price of $101 ($100 after 1985). Each year 
the Company must offer to purchase 3,750 shares of 
preferred stock at a maximum price of $100, or apply 
previously acquired shares (51,169 in treasury at 
December 31, 1976) against this requirement. 

NOTE 9. Stock Options 

Options to purchase common shares of the Company 
at market values on dates of grant have been granted 
to key employees under the Company's qualified stock 
option plans. The options, exercisable over four years 
beginning one year from date of grant, are as follows: 

Shares 


Under option at December 31, 1975 
($13.69 to $19.25 a share) 562,363 

Exercised at $15.39 average a share 133,405 

Cancelled 3,280 

Under option at December 31, 1976 
($14.94 to $19.25 a share) 425,678 


Options exercisable at December 31, 1976 402,818 

Under the merger agreement between Kellogg and 
Mrs. Smith's, the Company also assumed an 
unexercised, non-qualified stock option to purchase 
shares equivalent to 5,400 Kellogg common shares at 
$10.00 a share. The option was exercised in 1976. 
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NOTE 10. Operations Outside North America 


NOTE 12. Quarterly Data (Unaudited) 


The consolidated financial statements include the 
following amounts applicable to operations outside 
North America: 


Assets 
Liabilities 
Net sales 
Net earnings 


1976 1975 

(In thousands) 

$177,698 $154,115 

71,881 60,415 

280,857 287,327 

13,774 10,433 


NOTE 11. Legal Matters 

The Company is involved in various litigations inciden¬ 
tal to the conduct of its business. Management does not 
consider that any such litigation, either individually or in 
the aggregate, can have, except as stated below, a mate¬ 
rial adverse effect on the Company. 

In 1972 the Federal Trade Commission commenced 
a proceeding against Kellogg Company and three 
other cereal manufacturers charging that these 
companies have maintained a "highly concentrated, 
non-competitive market structure in the production 
and sale of (ready-to-eat) cereal" in violation of the 
Federal Trade Commission Act. The complaint seeks 
such relief as is supported by an adjudicative record, 
including but not limited to divestiture of assets, 
licensing of trademarks, prohibition of future acquisi¬ 
tion of competitors, prohibition of any practices found to 
be anti-competitive, and periodic review of the provi¬ 
sions of any order that may be entered. It is the position 
of Kellogg Company that it has not violated the Act and 
the Company, therefore, is contesting the charges 
vigorously. It is expected that the matter will take sev¬ 
eral years and will involve costly litigation. 

In 1974 the U.S. Justice Department filed a suit against 
Mrs. Smith's Pie Company alleging that the 1973 acqui¬ 
sition of the Lloyd J. Harriss Pie Company and affiliates 
was a violation of the Clayton Anti-Trust Act. The suit 
asks that Mrs. Smith's divest itself of the Harriss Com¬ 
panies and that it be enjoined for a period of years from 
acquiring the stock or assets of any company engaged in 
the production and sale of frozen dessert pies. On 
November 18, 1976 a U.S. District Court determined 
that the acquisition was a violation of the Act and that it 
intends to enter an order of divestiture. The Company 
expects that an appeal will be taken from a final decision 
of the District Court. 


Consolidated data follow: 


1976 Net 

Quarters Sales 

Cost of 
Goods 
Sold 

Net 

Earnings 

Common 

Share 

Earnings 

First 

(In thousands) 

$ 353,930 $220,345 $ 38,642 

$ .51 

Second 

349,378 

222,963 

34,968 

.46 

Third 

359,064 

231,046 

35,774 

.47 

Fourth 

323,074 

216.245 

21.005 

.27 


$1,385,446 

$890,599 $130,389 

$1.71 


These quarterly data generally reflect traditional sales 
and earnings patterns. 

The quarterly amounts previously reported by the 
Company for the periods prior to the merger with Mrs. 
Smith's (Note 2) are: 



Cost of 


Net 

Goods 

Net 

Sales 

Sold 

Earnings 

(In thousands) 


First 

$322,858 

$198,151 

$37,304 

Second 

320,025 

201,702 

33,905 


These amounts together with the results of Mrs. Smith's 
make up the amounts presented in the consolidated 
data for the first two quarters. 


NOTE 13. Asset Replacement Cost (Unaudited) 

The Company has generally been able to compensate for 
the effect of inflation on overall production costs by 
increased operating efficiency and price adjustments. 

Replacing items of plant and equipment with assets 
having equivalent productive capacity has usually 
required a substantially greater capital investment than 
was required to purchase the assets which are being 
replaced. The additional capital investment is due 
primarily to inflation. 

The Company's annual report on Form 10-K contains 
additional information regarding the estimated year- 
end 1976 replacement cost of inventories and plant and 
equipment, and the estimated effect of such cost on cost 
of sales and depreciation expense. 
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NEW KELLOGG PRODUCTS AROUND THE WORLD 



UGoit 

beef stew 


. LeGoiit 

^gratin sauff 


’'egetablesU* 

J^ith meat bajfe 


Great Britain 


United States 


Sweden 


Canada 


Australia 


United States 


Brazil 


FROSTED 


MINIWHEATS 


. TOASTED 

mini-wheats 


miniwheats 


Canada 


United States 


United States 


1 

4- 


1 


X \ * V 
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KELLOGG COMPANY AND SUBSIDIARIES 

Five Year Financial Review 

Dollar amounts in thousands, except per share figures 

SUMMARY OF OPERATIONS 

Net sales 

% of increase 
Cost of goods sold 
Interest expense 
Earnings before income taxes 
Income taxes 
Net earnings 
% of increase 
Per common share 
Net earnings* 

Cash dividends* 

Average common shares* 

FINANCIAL POSITION 

Current assets 
Current liabilities 
Working capital 
Current ratio 

Plant and equipment (net) 

Total assets 

Long-term debt 

Common shareholders' equity 

OTHER STATISTICS 

Capital expenditures 
Depreciation 
Cash dividends 

On 3V2 % preferred stock 
On common stock 
Increase in retained earnings 
Number of shareholders 
Average number of employees 


*Adjusted to reflect 100% stock distribution in 1973 



2.40:1 

376,990 

765,453 

85,920 

487,155 


89,950 

25,316 

81 

75,297 

54,924 

20,054 

19,720 


,344,969 

$1,130,187 

19% 

22% 

898,162 

795,353 

6,291 

5,490 

212,717 

143,548 

104,900 

69,400 

107,817 

74,148 

45% 

10% 

1.42 

.97 

.73 

.59 

,067,735 

75,965,962 

386,571 

264,189 

167,332 

126,979 

219,239 

137,210 

2.31:1 

2.08:1 

316,889 

269,544 

726,081 

555,038 

91,704 

20,473 

430,058 

375,649 

72,082 

60,319 

22,499 

19,965 

82 

83 

53,850 

43,793 

53,760 

30,272 

19,940 

19,889 

19,487 

19,139 
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MANAGEMENT'S ANALYSIS OF 
THE SUMMARY OF OPERATIONS 


1973 

1972 

$929,244 

$777,898 

19% 

4% 

617,846 

496,802 

4,224 

1,793 

132,533 

121,441 

65,300 

59,100 

67,233 

62,341 

8% 

9% 

.89 

.83 

.54 

.52 

75,461,766 

75,195,864 


264,844 

204,976 

129,854 

88,595 

134,990 

116,381 

2.04:1 

2.31:1 

231,749 

209,937 

518,665 

436,620 

20,907 

12,627 

340,282 

310,841 


40,019 

36,271 

18,823 

16,009 

84 

86 

39,766 

38,207 

9,142 

24,048 

19,804 

18,775 

18,288 

18,301 


1976 Compared to 1975 

Earnings before income taxes increased $39,472,000 as a result of 
increased sales. There were increases in maintenance and repair costs 
of $7,150,000 due primarily to escalating costs of labor and repair parts. 
Also depreciation expense increased $2,817,000, reflecting continued 
expansion and modernization of plants. 

Income tax expense increased $16,900,000 and net earnings increased 
$22,572,000, generally corresponding to the gains recorded in earn¬ 
ings before taxes. 


1975 Compared to 1974 

Consolidated net sales increased $214,782,000. This gain reflects a 
substantial improvement in volume of products sold as well as higher 
average selling prices. 

The cost of goods sold increased $102,809,000. Increased unit volume 
had a beneficial effect on a number of costs, but this saving was more than 
offset by a higher average cost of raw materials, energy, freight and 
labor-related expenses. Included in this increase is an increase of 
$8,825,000 in cost of maintenance and repairs due principally to general 
increases in an inflationary economy and increases in work done. It also 
includes the major portion of an increase of $2,534,000 in depreciation 
reflecting the Company's investments in new facilities. 

Advertising expense increased by $14,513,000 as a result of an in¬ 
creased volume of advertising made necessary by competitive conditions 
and new product introductions and increased prices for advertising. 

Income tax expense increased $35,500,000 which generally corresponds 
to the gains recorded in earnings before taxes. 

Net earnings increased by $33,669,000 reflecting increased sales and 
generally improved margins. 
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UNITED STATES 


KELLOGG SALES COMPANY 
Battle Creek, Michigan 

R.L. NICHOLS 
President 

R.C. FOX 

Executive Vice President 

J.R. AUBUCHON 
Vice President 

R.C. BLAND 
Vice President 

F.J. CLEVELAND 
Vice President 

E M. RENGER 
Vice President 

R.W. TAYLOR 
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EASTERN REGION 
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Vice President, Regional Manager 

Division Sales Managers 
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Boston, Mass. 

R. D. SMITH 
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SOUTHERN REGION 
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Division Sales Managers 
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R.B. CHAPIN 
Chicago, Ill. 
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Omaha, Nebraska 

W.H. WILLIAMS 
General Plant Manager 

Memphis, Tennessee 

F. J. POHL 
General Plant Manager 

Lancaster, Pennsylvania 

C.P. TAYLOR 
General Plant Manager 


FEARN INTERNATIONAL INC. 
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President 
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SALADA FOODS INC. 
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MRS. SMITH'S PIE COMPANY 

R.C. SMITH 

President 

Plant Locations 
Pottstown, Pennsylvania 
Morgantown, Pennsylvania 
Philadelphia, Pennsylvania 
York, Pennsylvania 
Chicago, Illinois 
Silver Spring, Maryland 
Saugatuck, Michigan 
Shelby, Michigan 
Portsmouth, Virginia 
McMinnville, Oregon 


CANADA 


KELLOGG SALADA 
CANADA LTD 
A.G. LANGBO 
President 

Plant Locations 
London, Ontario 
Toronto, Ontario 
Alliston, Ontario 
Montreal, Quebec 
Simcoe, Ontario 
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General Manager 

Kellogg de Mexico, S.A. de C.V. 

L. A. WILLIAMS 

General Manager, Cereal Division 

M. TORIZ 

General Manager, Snack Division 

Alimentos Kellogg, S.A. (Venezuela) 

A. MARRERO, JR. 

General Manager 


CARIBBEAN 

Salada Foods Jamaica Limited* 

K.C. FALCONER 
General Manager 

Salada Belize Limited 
Belize Feed Limited** 

R.J. HARRIS 
Managing Director 

Caribbean Foods Limited*** 

*48% ownership 
•*78% ownership 
•**75% ownership 


Manufacturing Locations 
Buenos Aires, Argentina 
Sydney, Australia 
Sao Paulo, Brazil 
Stann Creek, Belize, C.A. 
Bogota, Colombia 
Svendborg, Denmark 
Aylesbury, England 
Manchester, England 
Helsinki, Finland 
Bremen, Germany 
Guatemala City, Guatemala 
Dublin, Ireland 
Kingston, Jamaica 
Takasaki, Japan 
Queretaro, Mexico 
Springs, South Africa 
Maracay, Venezuela 
Otahuhu, New Zealand 


Independent Accountants 
Price Waterhouse & Co. 

Transfer Agents 
and Registrars 

Harris Trust and Savings Bank, 
Chicago, Illinois 

The Chase Manhattan Bank, N.A. 
New York, N.Y. 

Common Stock Listed 
New York Stock Exchange 
Ticker Symbol—K 



KELLOGG COMPANY, BATTLE CREEK, MICHIGAN 49016 


